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THECOST OF DOING LIFE INSURANCE. 


The Influence of Competition Upon Expenses — Premium Loadings Consumed — Probable Trend 
of Commissions in the Future. 


The expense of management is the 
only feature of life insurance, aside 
from policy conditions, which is di- 
rectly subject to the economic law of 
competition. It is, therefore, the most 
interesting phase of the business. It 
presents the most varied aspects, and 
as an underwriting problem com- 
mands the constant study of company 
officials. 

Mr. Brown’s comprehensive exhib- 
it of life insurance expenses, which we 
present in this number, is deserving 
of attention by professional life under- 
writers, whether employed in execu- 
tive or field work, because it not only 
shows the sub-divisions of the general 
expense account, but gives final ra- 
tios which are intended to reveal ac- 
tual conditions in a complete and im- 
partial manner. The figures pre- 
sented contain those of twenty-five 
level premium companies, excluding 
those which transact a weekly pre- 
mium business. 

In 1901 these companies received 
premiums amounting to $255,815,000, 
of which $40,202,000 were for new 
business. In the administration 
thereof $65,526,000 was expended, or 


25.61 per cent. of the whole. Of this 
expense, $21,885,000 was spent for 
commissions on new business, $12,- 
068,715 for commissions on renewals, 
$5,302,000 for taxes, and the balance 
for the general expenses of manage- 
ment. 

The percentage of the expense of 
administration to premium receipts 
varies with the different companies 


from 18.32 per cent. to 43.25 per cent. 
The average for all companies, as 


stated, is 25.61 per cent. This means 
practically that under existing condi- 
tions the companies, as a whole, are 
consuming about all of the premium 
loading for expenses, and that there 
is very little, if any, profit realized 
from this source; in other words, that 
gains from which dividends are paid 
now accrue mainly from favorable 
mortality cnd excess interest earn- 
ings. What is true of life insurance as 
a whole becomes strikingly sugges- 
tive-where the expense in individual 
cases is much higher than the aver- 
age. 

There are two important factors to 
take into consideration in connection 
with an examination of expense ra- 
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tios: namely, the average premium re- 
ceipts of the different companies and 
the percentage of new insurance writ- 
ten. A low ratio of expense to insur- 
ance in force might be relatively high 
in comparison with the average pre- 
mium received, as will be shown by a 
detailed examination of the table. All 
other things being equal, a company 
putting on a large percentage of new 
business would show a relatively high 
ratio of expense. All these facts 
should be considered in reaching con- 
clusions, and they are therefore pre- 
sented by Mr. Brown as a part of his 
exhibit. 

In connection with this interesting 
presentation of statistics, there are 
one or two interesting questions to be 
asked: Can we justify the present 
ratio of expense to the public? Is it 
subject to, or is there a tendency to- 
ward, improvement? 

We may answer the last question 
first by saying that the ratio is sub- 
ject to improvement in some cases, 
and that there is a slight general ten- 


dency toward a reduction in the ratio. 
In 1900 the ratio of expense to pre- 
miums was 26.20 per cent.; last year 
it was 25.61 per cent., a fall of 59 


points. In 1900 the ratio of expense 
to insurance in force was $9.93 per 
thousand; in 1901 it was $9.83, a re- 
duction of 10 points. This reduction 
occurred in the face of a slight in- 
crease in the ratio of new business 
written to old. This improvement 
seems to have taken place mainly in 
home offices’ expenses, there being an 
apparent increase in the cost of field 
administration. The subjoined com- 
parison will show where the saving 
has occurred: 


Agency expenses 
Home office expense .. 
Taxes, ete. 


Notwithstanding the slight im- 
provement, which probably represents 
a definite tendency which may grow 
stronger as time passes, we do not 
look for anv marked reduction in ex- 
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pense ratios in the immediate future. 
The life insurance companies of this 
country, as a whole, are managed with 
the greatest economy consistent with 
prosperity. In fact, competition in 
the field on the net cost of insurance 
compels them to such economy, But, 
as we have already suggested, the ex- 
pense element in life insurance is sub- 
ject to economic laws which are be- 
yond the arbitrary control of mn; 
which, if they change at all, do so 
slowly and not through any sudden or 
radical readjustment. 

The laws of the cost of production 
apply to life insurance as well as to 
every other line of business. To 
prosecute business the companies 
must pay, in one form or another, a 
fair compensation to agents. They 
must pay an agent what he is worth, 
and what he can command for his ser- 
vices in an open market. Wages in 
life insurance are no more subject to 
control than in any other business. 
No well-managed company will incur 
unnecessary expenses. The managers 
of all would be glad to do busi- 
ness on an expense ratio of ten or fif- 
teen per cent., but that would be im- 
possible. If there are any who can 
show them how to do business at less 
than the current cost, their. sugges- 
tions would be most welcome. In par- 
ticular instances improvement is pos- 
sible, but as a whole, the expense rate 
in life insurance is merely a reflex 
of the economic conditions of compe- 
tition, and as such cannot be con- 
trolled until competition is eliminated. 

Life insurance companies as a rule 
are not spending more money for ex- 
penses than is necessary; on the con- 
trary, they are trying in various ways 
to cut those expenses down. This has 
been attended with some success. But 
to say broadly, as some do, that life 
insurance companies are extravagant- 
ly managed, and that a radical reform 
in expenses should be made, is to 
speak without a knowledge of the sit- 
uation, and to expect of life insurance 
managers a special kind of business 
ability which is not expected of men 
engaged in other commercial enter- 
prises. 





CLASSIFICATION OF LIrE-INSURANCE EXPENSES IN 1901. 


[Prepared for the JOURNAL OF INSURANCE ECONOMICS from the official Connecticut Report by Benjamin F. Brown.) 
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Aetna.....---| 1,109,124 | 6,780,671 | 39 80 | 606,837 | ! 352,536 | 5. 994,911 1,479,771 | 18.76 | 1,830,303 | 23,30 
Berkshire .... 192,809 1,981,123 | 41.00 | 113,291 117,278 | 5. 261,574 385,966 | 17.76 458,690 | 21.10 
Conn. General 104,811 502,464 | 33.70 44,966 | 28,067 | 5.i 99,277 153,826 | 25,29 | 172,702 | 28,39 
Conn. Mutual. 378,021 4,646,331 | 30.80 | 102,497 299,984 420,981 753,402 | 14.99 | 1,390,982 | 27.68 
Equitable ....| 6,708,656 | 38,755,083 | 39.60| 2,659,889 2,867,917 6,670,296 9,750,753 | 21.45 | 11,114,914 | 24.45 


Camo ns 
Seaqnr 


Germania .... 416,506 3,033,609 | 40.40 258,852 130,156 573,779 828,114 | 24.00 976,750 | 28.31 
Home ........ 355,020 1,884,503 | 38.90 184,184 128,406 421,755 p 28.30 726,270 | 32.42 
Manhattan ... 328,923 1,687,402 | 32.70 192,138 90,464 389,486 34.74 870,691 | 43.18 
Mass, Mutual. 705,165 4,428,678 |,35.80 356,512 J 270,234 | 702,275 19.99 1,142,180 | 22,25 
Mutual......-| 7,821,584] 39,990,285 | 38.50 | 5,932,020 2,119,396 9,260,522 | 19.37 25.65 | 18,627,723 | 28,50 











Mutual Benefit} 1,312,864| 9,526,632 | 37.60 565,158 | 22,128 | : 1,121,745 | 10.35 555 | 15.75 | 2,182,035 | 20,18 
National .....| 644,459] 3,489,438 | 39.10 389,546 | 239,471] 717,175 | 17.85 22.82} 1,127,939 | 27.38 
New England.| 490,287] 8,741,448} 83.80) 250,415 | 51.0! 187,482 478,619 | 11.31 814,920 | 19.26 | 1,002,540 | 23.69 
New York...-| 10,729,715 | 43,706,098 | 39.90 | 5,908,913 1,392,567 | 9,295,882 | 17.07 | 13,055,782 | 23.98 | 13,801,502 | 95.35 


Northwestern.| 2,837,584] 19,771,960 | 39.30 1,218,446 1,468,177 2,686,623 | 11.00] 3,706,337 | 16.39 4,461,912 | 19.73 








Penn Mutual..| 1,617,272 7,212,769 | 37.60 867,827 | 423,313 |! 1,381,582 | 15.65 1,905,365 | 21.58 2,330,335 | 26.39 
Phoenix Mut’l, 322,489 2,201,489 | 39.20 168,129 139,461 370,330 | 14.67 625,528 | 24.78 722,008 | 28.61 
Prov’t L. & T. 557,465 | 4,927,603 5 229,252 258,805 529,951 | 9.65 881,381 | 16.07 | 1,005,082 | 18.32 
Prov’tSavings 552,199 | 2,639,520 | 36.30 276,477 | 50.07 | 132,166 596,318 | 18.68 | 1,086,698 | 34.05 1,170,504 | 36.67 
State Mutual . 404,074 2,960,151 | 39.40 206,107 | 51.01 | 195,149 | 6,59 478,331 | 14,22 678,307 | 20,16 793,132 | 23.58 





Travelers’.... 580,521 3,013,418 | 31.30 277,469 | 47.97 161,665 | 5.36 485,46: 710,694 | 19.77 918,009 | 25.54 
Union Central] 1,082,183 4,258,488 | 33.50 501,145 | 46.30 | 268,540 | 6.32 814,993 | 1,330,379 | 24.91 1,446,505 | 27.08 
Union Mutual 305,230 1,411,069 | 33.00 188,058 | 61.62 89,258 | 6.33 400,031 | 605,985 | 35.31 662,004 | 38.57 
United States. 221,830 1,063,604 | 32.00 145,766 | 65.71 | 69,930 | 6.57 300,375 486,726 | 37.86 543,549 | 42.29 
Washington. . 423,747 1,997,952 | 42.60 240,694 | 56.80 116,165 | 5.81 518,813 | | 823,218 | 34.00 1,047,284 | 43.25 



































Totals ......-| 40,202,488 715 | 5,59 | 39,971,087 | 15.68 | 57,338,646 | 22.42 | 65,525,545 | 25.61 
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SENATOR JOHN F. DRYDEN. 


President of the Prudential Insurance Company of America. 








JOHN F. DRYDEN—PRESIDENT—SENATOR. 





BY HENRY H. PUTNAM. 





In an age when great things are be- 
ing accomplished and the standard of 
success in the commercial world is 
set high, the president of the Pruden- 
tial Insurance Company affords a 
conspicuous example of what mental 
capacity, enthusiasm, ambition, per- 
sistence and fidelity to a single idea 
will accomplish. 

Thirty-seven years ago, at the age 
of twenty-six, Mr. Dryden conceived 
the idea of adapting scientific weekly- 
premium life insurance to the needs 
of industrial classes in America. For 
ten years he studied and experiment- 
ed with this problem before he was 
able to put it into practical execution. 
When the Prudential was started in 
1875, its capital consisted almost 
wholly of the knowledge and brains 
furnished by Mr. Dryden. Its finan- 
cial resources comprised some five or 
six thousand dollars, which the 
friends of Mr. Dryden were induced 
to risk in the enterprise. 

That was twenty-seven years ago. 
Today the Prudential has nearly $50,- 
000,000 of assets, 4,500,000 policy- 
holders and $700,000,000 of insurance 
in force. Its annual income reaches 
$30,000,000. This is a record almost 
unparalleled in the history of modern 
life insurance, distinguished as it is 
for the stupendous character of its 
achievements. 

The great development of weekly- 
premium life insurance in America— 
one of the marvels of the nineteenth 
century—is due very largely to the 
pioneer work which Mr. Dryden per- 
formed. He had the courage to try 
without the experience of predeces- 
sors to guide. For four years he 
ploughed the field alone. He proved 
for himself and others that there was 


a place in America for scientific life - 


insurance on the weekly premium 
plan. 
Mr. Dryden is not only the first life 


underwriter to introduce this plan of 
insurance in America, but he is the 
first company official to occupy a seat 
in the United States Senate, to which 
he was elected in January, 1902. Prob- 
ably no man in that distinguished 
body represents commercially, as well 
as politically, so large a constituency 
in the state from which elected. New 
Jersey has a population of 1,900,000. 
Senator Dryden’s company has over 
700,000 policy-holders in that state, 
about 1,100 agents, and some 1,400 
employees at the home office. 

The unusual character of this con- 
stituency must account in a consid- 
erable measure for Mr. Dryden’s suc- 
cessful contest in the state legislature 
against strenuous political opposi- 
tion. Mr. Dryden is not a politician. 
He shrank from the publicity which 
his campaign cost him. He entered 
the contest only because he knew that 
if elected he would represent his state 
with honor to himself and credit to 
the people. 

When his opportunity arrives, Mr. 
Dryden is sure to distinguish himself 
in public office. He is a man of fine 
mental attainments,—a scholar in 
every sense of the word. His manner 
as a speaker is one of dignity, sin- 
cerity, and great personal charm; his 
use of English a source of constant 
delight to the listener. In the great 
battle on child insurance before the 
Massachusetts legislature—the great- 
est which industrial insurance has ex- 
perienced—Mr. Dryden’s speech, 
more than anything else said, carried 
the day for the companies. 

Mr. Dryden has made his name as 
a life underwriter. As a public ser- 
vant he will not fail to add to his fame. 
The man who has built the “Rock of 
Gibraltar” is sure to stand with all its 
strength in favor of clean and whole- 
some politics. 





PRELIMINARY TERM 


CASE DECIDED. 





Massachusetis Supreme Court Denies Relief to the Company Interested—Insurance Commis- 
sioner Cutting’s Decision Will Stand. 





The Massachusetts Supreme Court 
has handed down a decision dismiss- 
ing the petition of the Provident Sav- 
ings Life for a writ of mandamus 
against Insurance Commissioner Cut- 
ting, and sustaining all the arguments 
made on the demurrer as presented 
by Assistant Attorney General Nash. 
The decision is written by Justice 
Knowlton, and is approved by all the 
members of the court sitting on the 
case. 

The court holds that the law in re- 
gard to the valuation of life policies 
vests the commissioner with discre- 
tionary powers in determining the 
classification of policies for valuation 
purposes, and that-his acts in this and 
similar cases are not subject to review 
by the courts. The court says that 
the opinion and judgment of the com- 


missioner in regard to the proper val- 
uation of assets and liabilities is final 
and conclusive, so long as he acts in 
good faith. 

Under this decision Commissioner 
Cutting will value the policies of the 
Provident Savings Life without re- 
gard to the preliminary term clause 
and will also exclude so-called pre- 
mium leins from its assets. The de- 
partment actuary has not yet com- 
pleted the valuations. The decision of 
the supreme court also covers the 
point at issue between the Massachu- 
setts department and the Mutual Re- 
serve regarding the admission of pre- 
mium leins. 

The full decision of the Supreme 
bench, omitting citations in support 
of its position, is appended: 


TEXT OF THE MASSACHUSETTS SUPREME COURT’S DECREE. 


This is a petition for a writ of man- 
damus to compel the insurance com- 
missioner to change his valuation of 
the outstanding policies of the peti- 
tioner, so as to diminish the reserve 
liability for which it must have assets 
to meet the requirements of our law. 

* * * The complaint against the re- 
spondent is that in applying the rule 
of computation prescribed by the 
statute to a certain class of policies is- 
sued by the petitioner, he has made a 
mistake in holding that for the pur- 
pose of ascertaining their reserve 
value they are to be treated as being 
from their inception policies for life 
or for an endowment period, and not 
as policies for one year only, with an 
option in the assured to continue 
them in force at the end of the year 


without a further physical examina- 
tion, and without an increase of pre- 
mium on account of his greater age. 
It is not contended that he has acted 
in bad faith or has wilfully disobeyed 
the law. There is only a difference of 
opinion between the petitioner and 
the respondent as to the proper ap- 
plication of the rule prescribed by the 
statute, to the methods of the peti- 
tioner in insuring under this class of 
policies. 

A preliminary question is whether 
the decision of the commissioner in a 
matter of this kind is subject to re- 
vision by this court on an application 
or a writ of mandamus. In various 
proceedings affecting foreign insur- 
ance companies the statute makes no 
provision for an appeal from his de- 
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cision, but manifestly intends that his 
conclusion, in the exercise of his 
judgment, shall be final. Particularly 
is this so in the valuation of policies 
and assets and the determination of 
the financial condition of foreign com- 
panies doing business in this com- 
monwealth. * * * The terms of each 
of these sections make it plain that 
the opinion and judgment of the in- 
surance commissioner is to be final 
and conclusive in determining these 
important matters upon which the 
rights of the insurance companies and 
the protection of the public depend. 
Most, if not all, of these several con- 
clusions involve the consideration of 
questions of law as well as questions 
of fact. 

In regard to the only important re- 
sults depending upon the valuation of 
policies to ascertain the reserve lia- 
bility of insurance companies, namely, 
the making of a report to the legisla- 
ture and the revocation or suspension 
of certificates of authority to do busi- 
ness, it seems that the judgment of 
the commissioner is not subject to re- 
vision. * * * The valuation of poli- 
cies for the purpose of determining 
the reserve liability, is only one of the 
processes necessary to determine the 
company’s financial condition. It in- 
volves an application of the statutory 
rule to each policy, in connection with 
the methods and practices in the 
transaction of the business that exist 
either as a part of the science of life 
insurance or otherwise outside of the 
stipulations of the policy. New forms 
of policies may be adopted which 
were not known when the statutory 
rule was established, and new ques- 
tions may arise, depending in part 
upon the principles of life insurance as 
a science, and in part upon the prac- 
tices of the company, as well as upon 


rules of law, in determining how the 
statutory rule shall apply to these poli- 
cies. 

In the present case, even if the con- 
tracts referred to are to be considered 
technically as the petitioner contends, 
the statute is silent as to whether the 
value of the option to,continue the 
insurance at the end of the year with- 
out an examination, and at the pre- 
mium fixed for an age a year younger 
than the assured would then have at- 
tained, is not to be considered in de- 
termining the reserve liability of the 
company under the contract. Ques- 
tions of fact and questions of law must 
be considered in coming to a conclu- 
sion. 

In valuing all the assets of a com- 
pany, which usually comprise invest- 
ments of many kinds, questions of 
law as well as questions of fact must 
inevitably arise. If we are to exam- 
ine each policy or class of policies, 
together with the methods of the com- 
pany in fixing their premiums and any 
other facts pertaining to the policies 
which are different from those be- 
longing to other kinds of policies, for 
the purpose of determining whether 
the insurance commissioner has made 
a mistake of law in valuing them, we 
know of no good reason why his val- 
uation of each item of the assets 
might not be examined to see if it is 
affected by a mistake of law. 

A mistake of the latter kind might 
be detrimental to the company as one 
of the former, whether viewed in ref- 
erence to its effect upon the commis- 
sioner’s report, or upon his determin- 
ation to revoke or suspend the certifi- 
cate of authority. If the commission- 
er’s mistakes of law are to be correct- 
ed on an application for a writ of man- 
damus, his mistakes in the construc- 
tion of contracts entering into invest- 
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ments should be dealt with, as well 
as his mistakes in the construction of 
contracts for insurance. 

We are of opinion that the statute 
does not contemplate a revision of the 
commissioner’s decisions in this way. 
This officer is intrusted with the per- 
formance of important duties, and in- 
vested with power to use his discre- 
tion and judgment in matters which 
call for prompt and decisive action, 
and which would be difficult to inves- 
tigate in our courts. We are of opin- 


ion that at least so long as he acts in 
good faith, intending to obey the law, 
we cannot, by a writ of mandamus, 
compel him to change his conclusions 
either of law or fact in the valuation 
of the policies or assets of a life insur- 
ance company. Without considering 
whether any mistake appears, we 
must deny the petitioner’s application. 
Similar decisions have been made in 
regard to the powers of the insurance 
commissioner in Ohio and Kansas. 





WHAT THE DECISION MEANS: COMMENT BY THE EDITOR. 


The decision of the court defeats 
the attempt to create fictitious sur- 
plus for a financially weak corpora- 
tion. It sustains Commissioner Cut- 
ting in his stand for sound life insur- 
ance practice. It does not close the 
controversy upon preliminary term 
valuation, but throws it out of the 
realm of legal verbiage into that of 
actuarial common sense, where it 
properly belongs. 

A company which uses its mortality 
funds for expense purposes, does not 
and cannot claim to transact business 
upon the level premium plan, at the 
root of which lies the interest bearing 
trust fund set aside during the first 
and each succeeding year of the pol- 
icy. In opposing the proposed inva- 
sion of this trust fund, the Massachu- 
setts department has the support of 
the ablest actuarial talent in the coun- 
try, and the victory won by the com- 
missioner is also a vindication for 
those actuaries who have had the cour- 
age to speak against preliminary term 
valuation. 

The “Journal of Insurance Econo- 
mics” does not accept the supreme 
court’s decree as an opportunity for 
self-congratulation. The company 
failed in its case before the court be- 
cause its position was inherently un- 
sound. So ominous was the threat- 
ened invasion of trust funds that this 


magazine was led to oppose the 
proposition with unusual persistence. 
We are glad that the supreme court 
has not given its sanction to the proj- 
ect. It is a satisfaction to know that 
in Massachusetts there is a disinterest- 
ed tribunal with a vision clear enough 
to see that the problem is one of ac- 
ttu:arial common sense and not of con- 
tractual phraseology. 

As stated, the decision does not 
close the controversy so far as actua- 
rial theory is concerned. Under the 
decree the commissioner will continue 
to value ordinary life and endowment 
policies as such without regard to va- 
riations in phraseology. This posi- 
tion rests upon accepted principles of 
actuarial science, not upon the court 
decision. The court declines to inter- 
fere in a matter which is strictly ac- 
tuarial. The controversy of the fu- 
ture in Massachusetts will not be ob- 
scured by legal technicalities. The 
question will be only whether or not 
it is sound life insurance practice to 
allow the use of reserve trust funds 
for expenses. So long as those who 
carry out the provisions of the Massa- 
chusetts valuation law believe that an 
ordinary life policy should carry the 
reserve required on such a contract 
during the first and all succeeding 
years, so long will the Napoleonic 
projects of life insurance promoters 
and managers fail. 











STOCK INVESTMENTS IN LIFE INSURANCE 





The Mutual Life’s Position—Value of These Securities—Some Interesting Facts Relating to 
. the History of the Matter. 


The attitude of a great competitor 
toward stock securities as an invest- 
ment for the reserve funds of life in- 
surance companies, has led the trus- 
tees of the Mutual Life to’discuss the 
value of these investments in their an- 
nual report, just issued. What they 
have to say is of great interest and 
importance to life underwriters. 

The present controversy, if we may 
so term it, arose as the result of the 
visit of two Prussian experts to the 
United States in 1899, who were espe- 
cially detailed by the government to 
investigate and report upon the affairs 
of American life insurance compa- 
nies. Both the Mutual and the New 
York Life were examined with a view 
to readmission to Prussia. Up to that 
time the point in dispute between 
Prussia and the American companies 
was “tontine” insurance. As a result 
of the examination both companies 
were found qualified for readmission 
in this respect. 

During the course of its examina- 
tion it became known to the officers 
of the New York Life that the Prus- 
sian experts would require, as a con- 
dition of readmission, that none of its 
funds should be invested in stock 
securities. The company thereupon 
effected a change in its by-laws pro- 
hibiting stock investments, disposed 
of its relatively few securities of this 
character, and was. readmitted to 
Prussia. 

Subsequently the Mutual Life was 
notified that it would be required to 
conform to the same rule. While 
compliance therewith was a matter of 
no great importance in the case of the 


New York Life, the case was quite 
different with the Mutual. This com- 
pany had many millions of its assets 
invested in stock securities, which 
were a source of great pride to its 
management and of profit to its pol- 
icy-holders. The company declined to 
meet the new requirement by dispos- 
ing of what it believed to be gilt-edged 
investments, and was not readmitted. 

Since then the question of stock 
investments, and the absence of them, 
has been made a feature of competi- 
tive strife, the claim on the one hand 
being that they are not suitable securi- 
ties for a life insurance company to 
hold, and on the other that choice 
bank or railroad stocks are amply 
secure for the purpose. The issue 
has therefore become this: Is_ it 
sound financial management for a life 
insurance company to invest in stock 
securities?. As most of the standard 
companies hold securities of this char- 
acter, the interest in the question is 
general and not confined to the two 
companies directly involved in the dis- 
cussion. 

It will be of immediate significance 
to note how the $350,000,000 of assets 
of the Mutual Life are invested. It is 
an immense sum to handle wisely and 
well, The responsibility imposed up- 
on the officers and trustees of this 
corporation is greater than upon any 
other financial institution in the 
world. As a statement of general prin- 
ciples, the trustees, in the report to 
which we have referred, say that in 
making investments they look firstly 
to “entire security” and secondly to 
“productiveness,” and where the se- 
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curity is equal choose always that 
which promises the largest return to 
policy-holders. 

In pursuit of this rule the man- 
agement of the company has invested 
a larger share of its assets in high 
class bank and railroad stocks than 
any other company. Of the total as- 
sets, $53,524,835 is invested in stocks. 
The balance of its assets are held as 
follows: 


Real estate 

Mortgages 

Collateral loans ........ 

Policy loans 

Bonds 

Cash 

Interest and 
and accrued 

Uncollected premiums .. 


10,638,000 
11,319,000 


rents due 
2,717,000 


4,949,000 


O00 


$353,540,000 
The assets of the New York Life 
are held as follows: 


$15,978,000 
29,694,000 
10,486,000 
20,137,000 
187,497,000 
20,382,000 


Real estate 

Mortgages 

Collateral loans ........ 
Ponty 10GNs .......0++. 
Bonds 

Cash 

Rents and _ interest 

and accrued 

Uncollected premiums .. 


due 
1,665,000 
5»455,000 


Total ... $29 1,294,000 


As shown, this company has no 
stock investments. Its bonds, $187,- 
000,000 as compared with $144,000,- 
000 in the case of the Mutual, are rel- 
atively large, and it is interesting to 
note that $30,000,000 are bonds of for- 
eign governments, a proportion great- 
ly exceeding that of any other com- 
pany, due doubtless to the distinctive 
foreign policy pursued by the com- 
pany. 


The question of securities is one 
upon which expert judgment differs. 
The trustees of the Mutual Life thus 
express their views as to stock invest- 
ments: 

“This company has no pre-con- 
ceived views which favor corporate 
stocks above other securities; but 
where a substantial investment which 
promises to be fruitful is offered, pref- 
erence is given to the substance rather 
than to the form. For many years, 
alike through periods of depression 
and of prosperity, the company has 
pursued this policy, and the results 
have been uniformly beneficial. There 
has been no year since it began this 
method of making investments, even 
though panic and disaster have pre- 
vailed in the financial world at large, 
when the investments of this class 
made by the company have not been 
at all times convertible into money at 
an advance upon their cost, and there 
has been no period of five years in 
which the income yielded by this class 
of investments has not been at least as 
great as that obtained by the company 
from an equal amount invested in any 
other class of securities.” 

This is a fair statement of the case. 
It is sound as a business proposition 
and as a principle of life insurance in- 
vestment. A security is not neces- 
sarily safe because it is called a bond 
or a mortgage; nor unsafe because it 
is Called stock. There are bad bonds 
and mortgages and good stocks. No 
life insurance management of good 
judgment would arbitrarily exclude 
stocks from its list of investments, ex- 
cept to accomplish some ulterior pur- 
pose. A company which for any rea- 
son excludes stocks from its invest- 
ments is not, because of this fact, bet- 
ter than other companies. On the 
contrary it may limit its usefulness to 
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policy-holders by so doing, unless it 
realizes compensating gains in other 
directions by this limitation. 

In arranging with the Prussian ex- 
perts to dispose of its stocks—which 
it could do without sacrifice, as the 
Mutual Life could not—the New 
York Life probably gained an advan- 
tage in competition for foreign busi- 
ness which may have justified its man- 
agement in the arbitrary position it 
took, but irrespective of this collateral 
proposition its position seems to be 
unsound, judged from the standpoint 
of life insurance financiering. The 
stock investments of the Mutual Life 
are undoubtedly gilt-edged; they 
probably yield on the average rates 
of interest in excess of its other secur- 
ities. It is no more right to say that 
these investments are unwise because 
they are stocks, than to say that the 
bonds of other countries are bad be- 
cause they are foreign. 

Each company should be free to 
pursue its own policy of management. 
It is a mistake for any company, 
which for purposes of its own adopts 
radical changes, to expect or require 
that others follow in its footsteps. The 
attempt through government super- 
vision to impose the changes made in 


individual cases for.special purposes, 
upon all, is contrary to the true spirit 
of liberality which should animate the 
managements of American life insur- 
ance companies. 

It has seemed to us, viewing the 
question of life insurance broadly, that 
as the New York Life has grown in 
influence and prestige during the past 
ten years, there has appeared a dispo- 
sition on the part of its management, 
——when, for its own self-interest it has 
changed its methods, and found that 
in so changing it has sacrificed some 
competitive advantage—to insist that 
other companies operating under dif- 
ferent conditions and with different 


purposes in view, shall bring them- 
selves under the same disadvantage. 
In this view we may be mistaken, but 


it represents an opinion formed from a 
close study of current events. Apart 
from the fundamental rules of life in- 
surance science there are many roads 
to success in the business. Each com- 
pany should be free to take the road 
which its own judgment selects. It 
has no right to insist that others travel 
that road, and especially to attempt 
through its influence with public off- 
cials to compel them to do so. 





DEFERRED DIVIDENDS AND SURPLUS’ FUNDS. 


Connecticut Department Recedes From Its Position in Regard to the Mutual and Equitable Life 





From the statement made by Insur- 
ance Commissioner Scofield of Con- 
necticut in his life insurance report for 
1902, it appears that he has receded 
from the position taken last year in 
respect to the surplus funds of the Mu- 
tual and Equitable Life, and now con- 
cedes that no portion of the surplus 
can be charged as a liability. Last 
year, as the result of considerable cor- 
respondence, the commissioner left 
the question in an unsettled state, sub- 
ject to further investigation as to its 
legal aspects. He explains his pres- 
ent position as follows: 

“Since the publication of the 1901 
report I have caused to be made, 
through the department’s actuary, a 
careful examination of the books and 
records of both of these companies, 
and from the report on such examina- 
tions I find that neither of the com- 
panies have, as to the sums reported 
in the annual statements of Igor, 
the Mutual “Contingent Guarantee 
Fund” $61,319,841.08, and the Equit- 
able “Surplus” $70,972,468.56, appor- 
tioned, appropriated, or set aside any 
part or portion of the same to any 
policy-holder, or class of policy-hold- 
ers, in any manner or form, whereby 
it can be claimed that there is any 
present or future fixed liability on ac- 
count of same. These sums represent 
“surplus” pure and simple, and are 
subject to all the uses and are im- 
pressed with all the dangers attach- 
able to a fund of this character. 

“No policy-holder has any right or 
interest therein until the expiration of 
the distribution period, at which time 
his interest may be calculated upon 
the development of the business dur- 


ing the period of his membership and 
the then existing condition of the 
fund. If necessity requires, it is abso- 
lutely within the power of the officers 
to appropriate the entire fund for the 
protection and safeguarding of the 
institution. No certainty as to divi- 
dends to be received ever arises or can 
arise under the present system of 
treating with this fund, until the decla- 
ration of interest is made at the expira- 
tion of the distribution period. This 
condition exists entirely through the 
contract relationship between the 
companies and their members, over 
which a supervising officer has no con- 
trol.” 

Thus ends a controversy which at 
one time assumed serious aspects. In 
making public his annual life report, 
Commissioner Schofield announces 
his resignation to take effect June 1, 
1902. His term of office expires in 
July, 1903. 

What effect this outcome of the 
controversy will have on the practice 
of the companies cannot be deter- 
mined. At present there is no uni- 
formity in the treatment of surplus 
accumulations. Some companies like 
the Equitable treat all funds above 
legal liabilities as surplus;-others, like 
the Northwestern, charge deferred 
dividend accumulations as a liability 
and all other accumulations above 
legal liabilities as surplus, while 
others, like the Mutual and New 
York, present no surplus at all in their 
public accounts, designating these 
funds under different names. Each 
company will doubtless pursue its 
own choice in the matter for some 
time to come, according as its partic- 











ular interests seem to be promoted. 
The attempt to compel all companies 
to follow a rule fixed by one or two 
has failed. 

We believe the best method of life 
insurance accounting ‘is to eliminate 
the item of surplus. In mutual life 
insurance there is, strictly speaking, 
no surplus. The policy-holders do 
business with each other. The profits 
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of one are the profits of all. What re- 
mains after losses and expenses are 
paid belongs to all the policy-holders. 
This property either reverts back in 
dividends to those to whom it belongs 
or is held for them to protect and 
secure their interests. The tendency 
toward the elimination of the term 
“surplus” from life insurance accounts 
is a good one. 


WHEN A LIFE POLICY IS IN FORCE. 


The well-known principle that a life 
insurance policy is not legally in force 
unless the premium therefor has been 
paid by the applicant during good 
health, has just been affirmed by the 
United States Circuit Court sitting at 
Boston. The sum involved in the 
contract at issue was a large one— 
$240,000. It was issued January 8, 
1901, On the life of James C. Pearson 
of Boston, by the Mutual Life of New 
York. The case has attracted wide- 
spread attention in life insurance, both 
on account of the size of the policy 
and the legal principles involved. 

While in New York December 31, 
1900, Pearson applied to the company 
for the policy in question. In the ap- 
plication it was stated that the con- 
tract should not take effect until the 
premium had been paid during the 
good health of the applicant. Pear- 
son was examined and passed, the 
contract issued January 8th, 1901, and 
handed to the agents for delivery 
when the premium of $15,594 had 
been paid. 

While returning from New York to 


Boston January 6th, Pearson sudden- ° 


ly became ill with appendicitis, and 
upon his arrival in Boston was at once 
taken to a hospital. Two days later 
an operation was performed and he 
died the following day. On January 
7th, Pearson’s private secretary, after 
an interview with him at the hospital, 


went to New York and obtained pos- 
session of the policy by payment of 
the first premium. In the words of 
the court which passed upon the case, 
the secretary “fraudulently concealed” 
the fact that Pearson was in the hos- 
pital and dangerously ill. Pearson 
died before the policy was delivered 
and before the agents had paid the 
premium over to the company, which 
refused to receive it and demanded 
the return of the policy. This was re- 
fused and the company brought suit 
in the Federal Court to recover the 
contract. 

The defendants filed a demurrer 
which the court refused to grant, stat- 
ing that the policy was obtained 
through fraud and that the company 
wasentitled to recover it in equity pro- 
ceedings through the United States 
courts. The case will now come up 
for direct argument, but the decision 
practically recognizes all the conten- 
tions advanced by the company. The 
decision covers two points of import- 
ance to all life insurance companies: 
first, that ‘a policy is not in force un- 
less the premium is paid during the 
good health of the applicant; and, 
second, that a contract issued in New 
York on the life of a citizen of Massa- 
chusetts is a New York contract up- 
on which proceedings can be had in 
the Federal Court. 





ADVANCE 


Progress Made by the Companies During 1902. 


Monthly Journal of Insurance Economics 


Insurance Report Showing Transactions Upon a Cash-Paid Basis. 


(Especially compiled for the JOURNAL OF INSURANCE ECONOMICS.) 





COMPANIES. 


Berkshire 


Connecticut General 
Connecticut Mutual 


Equitable 
Home .... -- 


John Hancock 


Manhattan 


Massachusetts Mutuai 


Metropolitan 
Mutual Life 


Mutual Benetit 


National 

New England 
New York 
Northwestern 
Penn Mutual. 


Pheenix Mutual 
Provident Life & Trust 
Provident Sav 


Prudential... 
State Mutual. 
Travelers 


Union Cemtral 2 cccccccccccs 


Union Mutual 
United States 
Washington 


Totals.... 


Gace as 145,188,000 | 


New Insurance 
Issued During 
1901 


Insurance in 
‘orce 
1901 


Insurance in 
Force 
3 


Dec. 31, 1900 Dee. 31, 


$198, 419,000 | 
55,319,000 
18,064,000 
162.867 ,000 
1,147,580,000 
57,575,000 
69,749,000 
61,673,000 
143,277,000 
183,556,000 
1,241,688,000 
788.488, 000 
105,662,000 
125,356,000 
1.365,369,000 
574,705,000 
234,903,000 
64,435,000 
138,128,000 
87,991,000 
195,708,000 
85,476,000 
114,691,000 
159,231,000 
52,020,000 
40,126,000 


$184,552,000 
52.963.000 
16,114,000 
161,146,000 | 
1,063,476,000 
52,631,000 
57,614,000 
58,079,000 
131,996,000 
148,690,000 
1,139,940,000 
272,868,000 
95,656,000 
119,106,000 | 
1,202.157,000 | 
529,647,000 
203,416,000 | 
62,341,000 | 
134,20.1,000 | 
94,704,000 


$25,093,000 
5,364,000 
3,118,000 | 
9,712,000 | 
166,930,000 
9,370,000 
14,745,000 
8,772,000 
19,792,000 
64,032,000 
187,492,000 
33,313,000 
17,122,000 
12,877.000 
262,444,000 
66,034,000 
40,181,000 
7,997 ,000 
11,908 .000 
19,893,000 
75,566,000 
10,972.000 | 
16,600,000 | 
29,539,000 
8,387,000 
6,583,000 


Mutual 


ings 





79,006,000 | 
105,694,000 | 
143,493,000 | 

48,948,000 | 

38,793,000 

58,619,000 | 


IN AMERICAN LIFE-INSURANCE. 


Figures From the Connecticut Life- 


Increase 


$13,887,000 
2,356,000 
1,950,000 
1,720,000 
84,103,000 
4,944,000 
12,135,000 
3,594,000 
11,281,000 
34,865,000 
101,747,000 
15,621,000 
10,006,000 
6,250,000 
163,212,000 
45,058,000 
31,487,000 
2,09.3,1 00 
4,726,000 
— 6,713,000 
50,520,000 
6,470,000 
8,997,000 
15,737,000 
3,072,000 
1,332,000 
—1,771,000 








doves vere ceee $6,401,038,000 





Totals. ....... 


John Hancock 
Metropolitan 
Prudential 


Totals 


IN FOREICN COUNTRIES. 


| $628,679,000 





$275,878,000 
181,729,000 
285,161,000 


$286,250,000 
202,475,000 
304,048,000 


$792,773 000 


$31,440,000 
59,958,000 


$742,768.000 


WEEKLY PREMIUM INSURANCE. 


$10,372,000 


20,746.000 
18,887,000 


$50,005,000 





$57,929,000 
296,606,000 
191,713,000 | 


$159,894,000 | 
768,978,000 | 
448,597,000 


$177,597,000 
881,491,000 
498,127,000 


$1,377,469,000 


$17,703,000 
112,513,000 
49,530,000 


$546,248,000 $1,557,215,000 | $179,746,000 





WHERELIFE INSURANCE STANDS TODAY 





Its Growth in Two Decades—Comparison With the Development of Railroads. 





The table presented on the opposite 
page, covering the cash paid transac- 
tions of American Life insurance com- 
panies during 1901, will be examined 
with interest. It is the first public 
presentation of life insurance issued 
and in force upon this basis. The 
companies in the table include those 
reporting to the Massachusetts de- 
partment. The statistics used are 
taken from the reports made by these 
companies to the Connecticut depart- 
ment. 

This table does not present all the 
transactions of the companies during 
1901, for on December 31, there was a 
large amount of insurance in force for 
which the cash premiums had not 
then, but have since, been received. 

Probably the most notable fact in 
connection with American legal re- 
serve life insurance during 1go1 is the 
large gains in insurance in force It 
is something quite exceptional. Thir- 
ty-seven companies reporting to the 
New York department, show a gain 
of $650,000,000, something not 
equalled in any previous year of the 
history of the business. The contracts 
in force December 31, 1901, covered 
insurance of $7,497,000,000. This is 
double the same figure ten years ago. 

This, however, is not the whole 
story of the progress made by scien- 
tific life insurance, for it does not in- 
clude the transactions of level pre- 
mium companies on the weekly pre- 
mium plan. These companies hold in 
force today $1,560,000,000 insurance 
of that kind. Therefore the total out- 
standing insurance of American level 
premium companies is now $9,059,- 
000,000. Twenty years ago the same 


companies held but $1,600,000,000. 
In two decades scientific life insurance 
has multiplied six times,—a marvel- 
lous rate of progression for so short 
a period; something not paralleled by 
any other business enterprise. 

It is a fact not generally understood 
that level premium life insurance, from 
the standpoint of plant, outclasses 
every Other industry in America, ex- 
cept steam railroads, and apparently 
will soon pass railroads. Three years 
ago we presented some interesting fig- 


_ures showing the relative size of life 


insurance and railroads. It appeared 
that in 1898 the amount of capital in- 
vested in the construction of steam 
railroads was $11,585,000,000, while 
the outstanding life insurance was 
then $6,850,000,000. At the close of 
1901 the estimated cost of construc- 
tion for railroads is $12,200,000,000, 
while the outstanding life insurance is 
$9,059,000,000. 

It will be seen that in three years 
life insurance has gained rapidly on 
railroads, its ratio of growth being 36 
per cent. as compared with 5.5 per 
cent. for railroads. The cash resources 
of life insurance on December 31, 
1901, were $1,900,000,000, an increase 
of $433,000,000 in three years. On the 
same date the cash resources of rail- 
roads were $2,350,000,000, an increase 
of but $325,000,000 in three years. In 
three years the income of life insur- 
ance companies has grown 42 per 
cent., of railroads 36 per cent. The 
surplus funds held by both today are 
about equal. 

Nothing, it seems to us, can better 
illustrate the great strides which life 
insurance is taking. Another striking 
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fact which attests the popularity of 
level premium contracts is the aston- 
ishing increase in the number of poli- 
cies issued. Twenty-five years ago 
there were in round numbers 700,000 
policies in force; today the number is 
15,000,000, a development due very 
largely to the introduction of scientific 
life insurance on the weekly-premium 
plan, 


of .Insurance Economics 


Level premium life insurance now 
finds its way into the homes of the 
rich and poor alike. Its application in 
this country is well nigh universal, for 
in some way it touches almost every 
family and every community. Confi- 
dence in the soundness and integrity 
of the institution has been thoroughly 
established. This confidence is well- 
grounded, and will, we believe, be 
maintained without interruption. 


THE ENDLESS CHAIN OF RETALIATION. 





Massachusetts life insurance com- 
panies had no sooner relieved them- 
selves of the burden of retaliation on 
account of valuation fees than they 
have become involved in another is- 
sue under reciprocal laws. By the act 
of the present Massachusetts Legis- 
lature outside life insurance compa- 
nies are relieved entirely from paying 
fees for the valuations made by the 
department. As the result of the pas- 
sage of this law Connecticut, New 
York, Wisconsin and Minnesota will 
not collect valuation fees from Massa- 
chusetts life insurance companies. 
Pennsylvania, Ohio, and Missouri 
will probably continue to do so for 
the current year if not longer. Com- 
panies from those states doing busi- 
ness in Massachusetts will receive no 
benefit under the new law. 

Just as the state companies were 
congratulating themselves on their re- 
lief from this unnecessary burden, 
bills were received from the comp- 
troller of New York levying an excise 
tax of one per cent. on premium re- 
ceipts in New York state. This tax is 
imposed under a new corporation law 
passed in New York last year for the 
purpose of increasing the state reve- 
nues. It was not understood that it 
was intended to apply to other state 
life insurance companies. The comp- 
troller, however, has decided that it 
does so apply. The burden upon 
Massachusetts will be quite heavy, 
particularly in the case of one com- 
pany which does a large weekly pre- 
mium business in New York. The 


total taxes under this law in the case 
of this company if collected will 
amount to some $30,000. If the Mas- 


‘ sachusetts companies are compelled 


to pay this tax in New York state it 
will be necessary for Massachusetts 
to impose a similar tax upon New 
York companies doing business here. 
The tax so collected will be some 
$60,000. 

The evil effects of independent 
state taxation, with its accompanying 
results under retaliatory laws, is thus 
brought to the front with an emphasis 
never before given. Under the prin- 
ciple of retaliation which prevails in 
many states it is likely to impose a 
very heavy burden on New York 
companies. The circumstances call 
attention anew to. the desirability of 
uniform tax laws in all states. There 
is no question of more importance be- 
fore the Insurance Commissioners, 
who, through the medium of their na- 
tional conventions, can possibly effect 
some reform in this direction. Unless 
they are able to do this the day of na- 
tional supervision of insurance cor- 
porations will be hastened. The bur- 
den of indiscriminate taxation with- 
out regard to reciprocal effects is be- 
coming too great to be borne with 
equanimity. Insurance corporations 
will not object to reasonable taxation, 
but it is certainly too much to expect 
that the legislation of the home state 
should be so formed as to strike at the 
vitals of corporations which that state 
has created and is supposed to foster. 





UNIFORM CLASSIFICATION OF FIRE HAZARDS 





Why a Combined Experience is Necessary —Proposed Compulsory Legislation—The Bill Which 
the Ohio Insurance Department Rejected. 





(Written for the Journal of Insurance Economics.) 


It is well known by all who are 
familiar with the practical details of 
fire insurance that the rates charged 
for insuring the different kinds or 
classes of property are determined, as 
nearly as may be practicable, by actual 
experience. It has been the practice 
of all the prominent fire insurance 
companies, to say the least, to divide 
the different kinds of fire hazards into 
classes, each class embracing all such 
risks as are similar in character, or 
subject to the same degree of what is 
called the physical hazard. The num- 
ber of classes is generally not far from 
one hundred and fifty; sometimes, 
probably, not over one hundred. 

Every such company, having adopt- 
ed its plan, or system of classification, 
classifies its business from month to 
month, with the view of ascertaining, 
at the end of the year, the amount of 
gross premiums received for insuring 
each particular class of property. Then 
the losses incurred on each said class 
are ascertained, which enables the 
company to determine the proper rate 
to be demanded—a rate based upon 
actual experience. Of course the ex- 
perience Of any one year cannot be 
safely taken as a criterion of cost; 
and it is generally understood that the 
combined experience for five years 
at least, is necessary in order to prop- 
erly fix the cost of insuring the several 
classes of property. ; 

It is to be presumed that the expe- 
rience of different companies may 
vary, to some extent; and the most 
satisfactory or trustworthy data for 
regulating rates of insurance could 


be obtained by combining the experi- 
ence of all the companies doing busi- 
ness in any particular state. Hereto- 
fore there has been no way of ascer- 
taining the combined experience, each 
company holding on to its own “facts 
and figures” as private information, 
and not to be disclosed to competitors 
in the business. But under the vary- 
ing systems of classification hereto- 
fore prevailing—the plan or system of 
classification of one company differ- 
ing, in some details, from the plan or 
system adopted by another company 
—it would be somewhat difficult to 
combine the experience of, say, a hun- 
dred different companies, with a 
proper degree of accuracy. What is, 
therefore, needed, is a uniform system 
of classification of the fire hazards. 
How can a uniform system of the 
classification of fire hazards be 
brought about? Certainly not by 
means of any voluntary agreement on 
the part of fire insurance companies! 
It can only be brought about by legis- 
lation. The state of Ohio being as 
good a state as any in which to make 
a beginning, and the legislature of that 
state being in session, a friend of the 
reform referred to, prepared a bill 
which he sought to have Superintend- 
ent Vorys, of the Ohio Insurance De- 
partment, adopt and recommend for 
enactment into a law in said state. 
If a proper system of uniform classi- 
fication of fire hazards could be made 
compulsory in Ohio, it would be in- 
evitable that the same system would 
be used as to all the states, whether 
made compulsory or not; just as the 
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New York Standard Fire Policy has 
become the “standard” everywhere, 
except in a few states. 

For some reason, Superintendent 
Vorys prepared and had introduced in 
the legislature of Ohio, a bill radically 
different from the bill which he had 
been solicited to adopt; and thereupon 
a great hue and cry was made, in cer- 
tain quarters, against the adoption of 
any system of uniform classification. 
It was represented that it would be a 
great hardship to all companies doing 
business in Ohio; that it could do no 
good; in fact, would be worse than 
useless. The Vorys bill was objec- 
tionable, in some particulars; but why 
any reputable fire insurance company 
should question the value and the en- 
tire practicability of uniform classifi- 
cation, is difficult to understand. 

Much has been heard about “basis 


Insurance Economics 


rates,” about “uniform mercantile 
schedules,” etc., etc.; which must im- 
ply that such rates and schedules have 
something to stand upon besides mere 
guess-work—that there are statistics 
available, worked out by practical ex- 
perience, upon which reliance may be 
had in determining what rates should 
be charged for insuring the various 
classes of property. On what other 
basis or plan can there be any near 
approach to correctness, in fixing 
rates? Of course, there are statistics 
available for the purpose; but they 
are far from being as full or complete 
as they should be. 

The following is a copy of the bill 
which it was hoped might find favor- 
able consideration in Ohio; but it went 
no farther than the office of the Ohio 
Superintendent of Insurance: 





AN ACT TO PROVIDE FOR 


THE UNIFORM CLASSIFI- 


CATION OF FIRE HAZARDS 


Section 1. Be it enacted by the 
General Assembly of the state of 
Ohio, that the Superintendent of In- 
surance shall be authorized to appoint 
a Commission of five persons, duly 


qualified by experience in practical 
fire underwriting, to formulate a plan 
or system for the uniform classifica- 
tion of fire hazards in the state of 
Ohio; two of the said Commission to 
be residents of Ohio and acting for 
fire insurance companies organized in 
said state, and three to be connected 
with, or acting for, fire insurance 
companies organized in other states 
of the Union. 
Section 2. It shall be the duty of 
said commission to determine the 
number of classes into which all the 
different kinds of insurable property, 
both real and personal, shall be divid- 
ed, each of said classes to be desig- 
nated by a number, commencmg with 
number one; and having determined 
the number of classes as aforesaid, it 


shall be the duty of said commis- 
sion to designate what particular 
kinds or descriptions of property 
shall, by reason of the similarity of the 
natural or physical hazard, be in- 
cluded in each of said classes. When- 
ever the said commission shall have 
completed its work, which must be 
within six months from the date of 
appointment, or agreed upon a report 
approved by at least a majority of the 
commission, said commission, or a 
majority thereof, shall submit their re- 
port to the Superintendent of Insur- 
ance. Said commission shall be enti- 
tled to receive no compensation from 
the state for their services; and in case 
of resignation or withdrawal of any 
person appointed a member of said 
commission, the Superintendent of 
Insurance shall have power to fill the 
vacancy. 

Section 3. In case the Superin- 
tendent of Insurance shall approve of 
the method or plan for the uniform 
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classification of fire hazards, as agreed 
upon by said commission, or a major- 
ity thereof, he shall take steps to se- 
cure from all companies doing a fire 
insurance business in the state of 
Ohio, a classification of the business 
done in said state, for each calendar 
year, according to the plan adopted 
by said commission and approved by 
the Insurance Superintendent, show- 
ing the net amount written, the aver- 
age rate obtained, the net gross pre- 
miums received, and the amount of 
losses incurred, as to each and every 
one of said classes of property. The 
Superintendent of Insurance shall fur- 
nish each company doing a fire in- 
surance business in this state, a duly 
certified copy of said method or plan 
for a uniform classification of fire 
hazards in this state, and require re- 
ports therefrom annually, in conform- 
ity to said plan. The time when such 
classification shall be put into opera- 
tion shall be the first day of January, 
subsequent to the adoption of the uni- 
form system of classification contem- 
plated by this act. 

Section 4. It shall be the duty of 
every fire insurance company doing 
business in this state, to furnish the 
Superintendent of Insurance a full 
and camplete statement of its bus‘ness 
in this state, as called for in the third 
section cf this act, or as specified in 
said uniform classification of fire haz- 
ards; such report to be filed with the 
Superintendent of Insurance not later 
than six months after the end of the 
year for which such statement may be 
required. All such statements or re- 
ports by fire insurance companies 
shall be deemed as confidential com- 
munications, to be in the personal 
keeping and charge of the Superin- 
tendent of Insurance: the facts and 
figures therein contained being for his 
own exclusive use, and not to be made 
public except in the manner herein- 
after provided. 

Section 5. It shall be the duty of 
the Superintendent of Insurance to 


combine the experiences of the sev- 
eral companies for each calendar year; 
and at the end of each period of five 
years, he shall combine said experi- 
ences for said period, to the end that 
the cost of insuring the different kinds 
or classes of property may be definite- 
ly ascertained, so that rates of insur- 
ance may be adjusted or fixed on a 
fair and equitable basis. The Superin- 
tendent of Insurance shall use the in- 
formation contained in the said 
reports from fire insurance companies 
in such a way as he may deem judi- 
cious, for the purpose of securing the 
rating of risks throughout the state 
on the basis of the actual experience 
of all the companies doing business 
therein. The Superintendent of Insur- 
ance shall be authorized to advise 
each fire insurance company reporting 
to him the results of their business, or 
the cost of insuring the several classes 
of property, as hereinbefore provided, 
the combined experience ascertained 
as aforesaid, from year to year, and at 
the end of each period of five years, 
the combined experience for said pe- 
riod of five years. It shall be lawful 
for fire insurance companies doing 
business in this state, to require such 
rates of insurance, with respect to 
each kind or description of property 
as shall be specified in said system of 
uniform classification of fire hazards, 
as the combined experience of com- 
panies may warrant, and which shall 
receive the general approval of the 
Superintendent of Insurance; it being 
the purpose of this act to ascertain, 
from actual experience, the cost of in- 
suring the different kinds or classes of 
property in this state, to the end that 
property owners may be required to 
pay only such rates of insurance 
against loss or damage by fire, as may 
be shown by experience to be just and 
equitable. 

Section 6. All acts or parts of acts, 
inconsistent herewith, are hereby 
repealed. 





SUGGESTED FIRE INSURANCE TRUST 


What a Boston Property Owner Thinks Should Be Done by the Companies—Concentration 
Would Make Rate Advances Unnecessary — Advanced Views on the Elimination of 
Competition—Editorial Comment Upon the Proposition. 


In the Boston “Herald” of March 26 
there appeared an interesting commu- 
nication from a property-owner touch- 
ing the recent advance in fire insur- 
ance rates. His views regarding cen- 
tralization, cost of insurance and ex- 
pense will attract the attention, if not 
the approval, of all fire underwriters, 
whether they are company officials, 
field men or local representatives, for 
his ideas, if carried out, would affect 
them all in a greater or less degree. 
Perhaps the most singular fact in con- 
nection with this letter is that this 
public recommendation favoring the 
organization of a trust in fire insur- 
ance, comes, not from within the bus- 
iness, but from a property-owner, or 
consumer, from whom we might 
naturally expect nothing but opposi- 
tion to the complete and effective 
elimination of competition. The let- 
ter, as published in the “Herald,” is 
appended in full: 


To the Editor of the “Herald:” 
The fire insurance companies are 
circulating an article headed “Serious 


Situation in Fire Insurance,” and 
taken from the Journal of Insurance 
Economics, Boston. The substance 
of ihis article is embodied in the fol- 
lowing extracts: 

“During the past three years 62.7 
cents out of every dollar of premium 
has gone to pay losses, while 40 cents 
has gone to pay expenses, leaving a 
deficit of 2.7 per cent. 

“There is no sweeping measure 
which fire insurance companies can 
take to reduce the rate of burning, 
which, as we have said, is normal; 


nor can they, without the complete 
and effective co-operation of their 
agents, reduce the ratio of expense 
materially; but they can increase the 
price of insurance to a figure which 
will cover the actual cost of produc- 
tion and yield them a reasonable mar- 
gin of profit. They not only can do- 
this, but it is their business to do it, 
and that is the task in which the man- 
agers of fire insurance companies are 
now engaged. The past three years 
have witnessed a marked decrease in 
the number of companies reporting to 
the New York insurance department. 
On Dec. 31, 1899, the number was 
164. At the close of 1901 the number 
was 1406. 

“This represents a degree of concen- 
tration in fire insurance capital which 
has not been paralleled since the great 
Chicago and Boston conflagrations.” 

The following table is also em- 
bodied in the article: 


Number of 
companies. Assets. 
$303,851 ,000 
310,105,000 
320,446,000. 
Fire premiums Fire Loss 
Date. received. losses p’d. ratio. 
1899 . .$129,045,000 $85,727,000 66.5 
1900 .. 140,652,000 89,102,000 63.3 
I9QOI 157,608,000 93,083,000 59.0 
It may be remarked in passing that 
the estimate of a deficit of 2.7 per 
cent, annually is not a fair statement 
of the existing condition of things, in- 
asmuch as it does not simply embody 
the result of the year 1901, in which 
the insurance companies made a 
profit, but includes the losses of the 
years 1899 and 1900, thus obscuring 


Date. 
1899 
1900 
1901 
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the beneficial results which have fol- 
lowed the healthy elimination of insur- 
ance companies during the past three 
years; by which elimination the insur- 
ance business has been automatically 
adapting itself to better methods. 

It appears from the table that there 
was, in 1899, a loss of 6.5 per cent., 
in 1900 a loss of 3.3 per cent., and 
in I90I a profit of 1 per cent., if we 
accept the estimate, given in the arti- 
cle, of a cost of 40 cents for expenses 
upon each dollar of receipts. 

It will be noted that the loss, in 
1899, of 6.5 per cent. was made by 
164 companies; the loss, 1900, of 


3.3 per cent., was made by 161 com- 
panies, and the gain in 1901, of I per 
cent., was made by 146 companies. 
These figures clearly indicate the 
advantages which would come to the 
fire insurance companies, and, in even 
larger measure, to the community, if 


those interested in that business 
would make a determined effort to 
improve their condition by adopting 
the methods which have proved so 
efficacious in other large industries 
of the country, instead of adopting the 
expedients which were in vogue a 
quarter of a century ago, but are for- 
tunately now passing rapidly out of 
sight. 

It is not too much to say that, under 
proper conditions, the existing rates 
of insurance are amply sufficient to 
pay a profit to the insurance compa- 
nies sufficient to satisfy the desires 
of the most grasping investors. But 
those conditions will not be inaugurat- 
ed by marking up the insurance rates. 
They are obtainable only by a concen- 
tration of capital, and a consequent 
large reduction of expenses. 

It appears from the table given that, 

1901, the insurance companies, 
with average assets of $2,194,835, en- 


joyed receipts from premiums, to the 
average amount of $1,079,500 each, 
which is just about one-half of their 
assets; and that in order to obtain 
those receipts they each paid out in 
costs from the receipts an average 
amount of $431,800. 

Is there, in the whole list of indus- 
tries of this country, one other that 
shows such a pitifully small amount 
of business, and such an exorbitantly 
large amount of costs incurred as the 
result of the employment of an equal 
amount of capital? 

In I901 there were 146 companies 
engaged in doing an insurance busi- 
ness in New York state; and each one 
of these companies had its highly sal- 
aried president, vice-president, and 
secretary, and its hosts of agents scat- 
tered through the state. If these com- 
panies had been 10 in number instead 
of 146 in number, and there had been 
10 sets of salaried officers to pay in- 
stead of 146, and, if the agents, re- 
duced in number, instead of compet- 
ing with each other and obtaining 
each of them a scanty amount of bus- 
iness upon which his commissions 
were to be reckoned, had received in- 
stead the large amount of business 
which would have come to them from 
this concentration, it is easy to see 
that the 40 per cent. of premiums now 
expended in the costs of obtaining 
and doing business would be cut in 
half, at least, and probably still further 
reduced. Under such conditions, the 
insurance business, which in I901 
actually paid a net profit of I per cent., 
would easily have paid a profit of 21 
per cent. 

The object which is aimed at in all 
the modern legitimate concentrations 
of capital, is not to obtain increased 
prices for goods delivered or services 
rendered, but to reduce the costs of 
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the selling establishments in such 
manner that the existing prices may 
be made profitable, and even that they 
may be largely reduced, and still re- 
turn a Satisfactory profit. 

It is not necessary to further dis- 
cuss this matter, for enough has been 
said to call the attention of the public 
to the fact that the effort of the insur- 
ance companies is entirely misdirect- 
ed, and will, if successful, not only be 
injurious to the general public, but 
will also make the conditions of the 
insurance companies worse than those 
at present; for the inevitable result of 
increasing the insurance rates by the 
enormous amount which has been 
publicly talked of, or even by any 
amount whatever, will be to promote 
the incorporation of new insurance 
companies which will come into the 
field, and will take a share of the bus- 
iness, and will consequently increase 
the percentage of costs to the exist- 
ing insurance companies by a diminu- 
tion of their business. 

If the insurance companies desire 
to keep step with the spirit of modern 
progress, their efforts should be direct- 
ed toward the concentration of the 
capital already invested in the busi- 


ness; and ‘this concentration would 
not only have the beneficial results 
above referred to, but would also en- 
able the insurance companies to-insist 
upon the adoption by the insured of 
such measures for the prevention of 
fires as have proved so greatly bene- 
ficial in the case of insurance given 
by the mutual manufacturing com- 
panies. 

If the capital invested in insurance 
were so concentrated that the insur- 
ance comranies were masters of the 
situation, instead of being rival com- 
petitors for business, they could, by 
such measures, easily reduce their fire 
losses, by a percentage as great as 
that of the saving which they would 
effect in the cost of doing their busi- 
ness; and it is to be hoped, although, 
perhaps, hardly to be expected, that 
they may turn in this direction the 
abundant energies which they are ncw 
devoting to the creation of an incrzase 
in insurance rates—which increase, 
even if it shall be successfully made, 
will eventually prove as unproductive 
of benefit to the insurance companies 
as it will immediately be injurious and 
burdensome to the public. 

(Signed) “Reader.” 





POSSIBILITIES OF CENTRALIZATION—BY THE EDITOR. 


The proposition advanced by the 
writer in the “Herald” opens up a 
wide field for discussion and _ spec- 
ulation. The attitude which the 
“Journal of Insurance Economics” 
taken toward concentration 
insurance aS an economic 

been frequently 
cannot be denied 
less competi- 


has 
in fire 
proposition has 
expressed. It 

that if there were 
tion the business could be done at 
much less cost. If the business were 


controlled by a fewer number of com- 


panies reforms could be inaugurated 
which are impossible under present 
conditions. The old economic con- 
ception that competition is the life of 
trade is rapidly giving place to the 
new truth that competition in prices is 
the death of trade. Competition as it 
has been exercised in all lines of busi- 
ness during recent years, has been 
ruinous as a business proposition, and 
has made the cost to the consumer 
vastly greater than if there had been 
no competition. These new economic 
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conceptions are not exactly popular 
today, ‘but they are constantly obtain- 
ing wider recognition among think- 
ing men. 

Without going deeply into a discus- 
sion of a problem which is so large, 
we wish to suggest one or two points 
for consideration in this connection. 

The “Herald” writer errs in suppos- 
ing that concentration can be brought 
about by revolutionary methods. Cen- 
tralization in any business is the result 
of evolution and not revolution. Since 
the Chicago fire in 1871, fire insurance 
has passed through succeeding peri- 
ods of expansion and contraction in 
the number of competing companies, 
following naturally the rise and fall in 
the rate of burning and the conse- 
quent fluctuation in premium rates 
and profit and loss. It is a noteworthy 
fact that at the lowest ebb in each suc- 
ceeding period of contraction the 
number of competing companies in 
existence has been less and less. Fire 
insurance has just reached another 
low ebb period. Never during the 
past 30 years has the business been 
transacted by so small a number of 
independent competitors as today. 

We regard this as one of the strik- 
ing facts which tend to show that fire 
insurance, like every other great in- 
dustry, is subject to evolutionary laws 
of concentration. There are condi- 
tions peculiar to fire insurance which 
prevent rapid progress in this direc- 
tion, more particularly the facility 
with which new corporations can 
enter and withdraw from the business 
with little, if any, loss. It is merely 
a question of time, however, when fire 
insurance will be done by a much 
smaller number of corporations and 
the cost of insurance reduced. Just 
now, with advancing rates and the 
possibility of good profits, we are 


probably entering upon another pe- 
riod of expansion. 

The “Herald” writer states that the 
expense of transacting fire insurance, 
forty per cent., is not duplicated in any 
other industry. It seems to us that 
this must be a mistake. It is not prob- 
able that in any important industry is 
the labor and cost of handling, from 
the raw material to the finished prod- 
uct, less than forty per cent. of the 
selling price. 

He also suggests that complete con- 
centration in fire insurance would re- 
sult in the elimination of the. middle 
man quite largely. Much of the pres- 
ent cost of transacting fire insurance 
is due to the expense of the middle 
man. Why, then, do we have the mid- 
dle man? Simply because we cannot 
transact the business without him. 
There are always two parties to every 
business transaction, the buyer and 
the seller. The exactions, the require- 
ments and impositions of each go to 
make up the final cost of production 
which determines the selling price. 
Under existing conditions the prop- 
erty-owner seems to demand and re- 
quire the services of the middle man. 
The insurance companies are willing 
to maintain and pay for his services 
so long as the property-owner re- 
quires them. Should the insuree ever 
reach that point where he thinks he 
can dispense with these services, he 
will probably find the companies 
ready to co-operate, for they do not 
willingly incur expenses which are un- 
necessary. The middle man now pre- 
sents the only efficient means of bring- 
ing the property-owner and the insur- 
ance company together, and so long 
as this is true, it does not seem rea- 
sonable to suppose that the companies 
can, by concentration or any other 
method, change these conditions. 
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The “Herald” writer reaches an er- 
roneous conclusion in regard to re- 
sults in 1901, because he has omitted 
consideration of all the facts. He 
points out from the figures which he 
reproduces that there was an apparent 
profit of one per cent. in I90I as com- 
pared with a loss of 6.5 per cent. in 
1899 and 3.3 per cent. in 1900. He 
therefore concludes that the compa- 
nies were beginning to receive the 
beneficial effects of concentration. 

The balance of one per cent. of pre- 
mium receipts remaining in the hands 
of the companies after paying losses 
and expenses is not profit. There is 
an important factor which would have 
appeared had the “Herald” writer pre- 
sented all the statistics published by 
this magazine. If a company receives 
$100 in premiums on the 3Ist day of 
December this item appears in its ac- 
counts as receipts for the current year; 
but the losses which that premium is 
paid to cover do not occur until the 
following year. To meet these ex- 
pected losses the state laws require 
that the companies shall hold a “re- 
insurance fund,” and the profit and 
loss account cannot be closed until the 
liability incurred under this fund ter- 
minates. No one can say definitely 
how much of that fund the companies 
may have to pay out in losses. It may 
be more or less. It will at least be a 
very considerable portion of the fund. 

In estimating underwriting profit 
and loss for any current year it is 
necessary to take account of this un- 
expired liability. In to0r the com- 
panies were obliged to set aside about 
$14,000,000 to cover the increased 
future liability under premiums writ- 
ten. Taking into consideration this 
increased liability, which the state re- 
quires the companies to pledge them- 
selves to meet, the expected loss on 
current transaction in 1901 would be 


in the neighborhood of $12;500,000, 
or a deficit of about 8 per cent. 

The proposition advanced by the 
“Herald” writer is that concentration 
would. have made rate advances un- 
necessary. With this statement we 
cannot agree. Centralization without 
rate advances might have been pos- 
sible three years ago, or possibly two 


or even one, but not today. Three 


years of steady loss has broken the 
spirit and backbone of the under- 
writers of the country, and shattered 
the dreams of centralization enter- 
tained by many before the strain be- 
came too great. For some years fire 
insurance companies have been selling 
indemnity below the cost of produc- 
tion. We have never heard of the 
organization of an industrial trust for 
the purpose of continuing prices be- 
low cost. The holders of insurance 


capital on January 1, 1901, would not 


have listened to any proposition 
which involved the maintenance of 
rates at the existing level. They would 
not have continued business at a loss, 
while awaiting a readjustment of ex- 
penses to a lower rate. 

The birth of the fire insurance trust 
is not a possibility of the immediate 
future. Beyond that we do not dare 
to predict. Changes are taking place 
with increasing rapidity. Progress 
carries us forward on swift wings. The 
next ten years will witness develop- 
ments in fire insurance practice which 
will occasion surprise among those 
who are unprepared. New ideas are 
germinating ; new methods are in pro- 
cess of construction. No underwriter 
should permit himself to fossilize. Let 
him be awake to the fact that he lives 
in the Twentieth Century which prom- 
ises everything to the alert and watch- 
ful and little to those who secrete 
themselves in the shell of prejudice 
and tradition. 





THE SITUATION 


IN ANTLCOMPACT STATES. 





How Rates Are Made In These Sections —Loss Ratios for the Past Three Years. 





The recent flat advance has resulted 
in a serious situation in the West and 
South in respect to anti-compact 
states. Possibly this phase of the 
question was not fully considered 
when the general flat advance was 
recommended, although it must have 
been recognized that considerable de- 
lay would be experienced in putting 
the advance into effect in these states, 
and no little hostility aroused. Under 
the operation of anti-compact laws it 
lias been comparatively easy to main- 
tain rates at the level existing prior 
to enactment. As a broad statement 
it may be said that anti-compact legis- 
lation has not brought about reduced 
rates, in comparison with states not 
having these laws. A different propo- 
sition, however, is faced when it 
comes to making an advance, partic- 
ularly one of such a radical nature as 
that recommended by company offi- 
cials. 

As expressive of the dilemma in 
which company officials found them- 
selves, we desire to quote the follow- 
ing extract from the “Insurance 
Post” of April 2d, describing the dis- 
cussion upon this point before the re- 
cent meeting of the Western Union: 

“The other question of prime im- 
portance was as to the securing of the 
advance in the anti-compact states. In 
view of the Nebraska anti-trust deci- 
sion and the more recent decision of 
the United States Supreme Court 
against the constitutionality of the II- 
linois anti-trust law, on a principle 
which will invalidate the statutes of 
most of the anti-compact states, there 
were some who wanted to force the 
issue and apply the advance openly 


in those states, and by united ac- 
tion. Sentiment was overwhelmingly 
against such a radical move, however, 
and it was decided that whatever was 
done would have to be by individual 
action, and with every care to make 
that fact apparent. Here an excess 
of caution was developed, and it was 
argued by some that if every company 
should proceed, by strictly individual 
action, to secure a 25 per cent. ad- 
vance, the very fact that the new rates 
under this policy would be uniform 
might be taken by the authorities as 
prima facie evidence of an agreement 
in violation of the law. It was sug- 
gested that this trouble might be 
avoided if there were just enough 
variation in the rate to take away the 
full force of the charge of a secret 
agreement, but it was pointed out 
that if the rate was to be shaded a 
little, not enough to make it unprofit- 
able, but quite enough to give one 
company an advantage over another, 
each might want to be the one to do 
the shading, and there would be nz 
end to the demoralization. In this 
connection it was suggested that if a 
variation in rate were so important, 
it had better be above the regular rate 
than below it, as a state that would 
enact an anti-compact law should be 
penalized rather than favored. On that 
basis, the wider the variation in rate 
the better, both as regards the state 
officials, the companies and the 
chances for the repeal of the law. 
Finally the matter was left as it has 
been, with no organized agreement, 
but each manager agreeing for him- 
self to stand for the full value of his 
policy, without regard to the action 
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of any one else. This will be lived up 
to about as it has been in the past, 
the margin afforded by the 25 per 
cent. advance offsetting the closer ad- 
herence that might be expected as a 
result of the recent scare.” 


In this connection it will be of wide 
interest to present briefly the present 
situation as it exists in the different 
anti-compact states, of which there 
are seventeen all told. The Western 
Union exercises general supervision 
over eighteen western states. Of 
these Iowa, Kansas, Michigan, Mis- 
souri and Ohio are exempted from 
direct control on account of anti- 
compact laws. The Southeastern 
Tariff Association has jurisdiction 
over eight of the southeastern states, 
but has been prohibited from direct 
control in Virginia, South Carolina, 
Mississippi and Louisiana. The situ- 
ation in the different anti-compact 
states is outlined as follows: 

Alabama:—There is a law in this 
state which provides for a penalty of 
25 per cent. in excess of any deter- 
mined loss, where the company be- 
longs to a rate-making organization. 
In such a case also the law denies the 
right of the company to a proof of 
loss and to the right of arbitration. 
Nevertheless the Southeastern Tariff 
Association has jurisdiction in this 
state and makes rates therein for the 
companies. During the past three 


years the loss ratio of stock compa- 
nies in Alabama was 55.5 per cent. 
Arkansas:—This state has a rigid 
anti-compact law, and the companies 
are dependent entirely upon individ- 
ual action therein for an advance or 


reduction in rates. The loss ratio of 

stock companies in Arkansas for the 

past three years was 65.4 per cent. 
Georgia:—There is an anti-com- 


pact law in this state, but-it has not 
been enforced against the companies. 
The Southeastern Tariff Association 
now makes rates in this state. Since 
the recent advance in rates, however, 
the governor of the state has threat- 
ened to enforce the law. The loss 
ratio in Georgia for the past three 
years for outside companies was 64 
per cent.; for local companies, 38 per 
cent. 

Iowa:—There is an anti-compact 
law in this state similar to that in Ne- 
braska, which the United States 
courts have declared unconstitutional. 
Rates in this state have been made by 
an independent rating bureau at Ce- 
dar Rapids. Rate books are issued 
from: this bureau which cover practi- 
cally the entire state. The loss ratio 
in Iowa for the past three years for 
outside stock companies was 55 per 
cent.; for local companies, 40 per cent. 

Kansas:—Rates in this anti-com- 
pact state are made by the Eldridge 
Rating Bureau of Topeka, which is- 
sues rate books for the entire state. 
These books are purchased by the 
companies. The loss rate in Kansas 
for the past three years for outside 
companies was 63 per cent. 

Louisiana:—This has been an anti- 
compact state since 1900. There is 
now talk of securing a repeal of the 
law. The loss ratio in this state in- 
creased from 28 per cent. in 1900 to 
50 per cent. in 190T. 

Michigan :—In this state, under the 
ariti-compact law, local companies are 
enabled to make rates. The two De- 
troit companies have charge of and 
operate a rating bureau. The loss 
ratio in Michigan for the past three 
years for outside companies was 60 
per cent.; for local companies, 43 per 
cent. 
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Mississippi:—T here is no system of 
tating in vogue in this state. The 
companies depend for the mainte- 
nance of rates upon individual action. 


lt is now proposed by the state au- 


thorities to modify the anti-compact 
law so as to permit some degree of 
supervision by the Southeastern Tar- 
iff Association. The loss ratio in Mis- 
sissippi for the past three years was 
56.5 per cent. 

Missouri:—This state has a strong 
anti-compact law. Nevertheless there 
is an independent rating bureau in 
Kansas City which issues rate books 
for the entire state with the exception 
of St. Louis. While a great many of 
the companies decline to purchase 
these books, at the same time the 
tates made by this bureau seem to 
be the standard for the state, so far as 
local agents are concerned. In the 


city of St. Louis the so-called Water- 


worth rates prevail with the com- 
panies and agents to a more or less 
degree. The loss ratio in this state 
for the past three years for outside 
stock companies was 72 per cent.; for 
local companies 62 per cent. 

New Hampshire:—As in the case 
of Michigan, the law in this state per- 
mits local companies to make rates. 
These companies maintain a regular 
association therein for this purpose. 
The loss ratio in New Hampshire for 
the past three years for outside stock 
companies was 61 per cent.; for local 
companies, 55 per cent. 

Nebraska:—This state, by the de- 
sion of the United States Court, is 
temporarily thrown out of the anti- 
compact-state column. Nevertheless, 
the Western Union has decided not to 
resume immediate jurisdiction. 


Ohio:—The anti-compact law of 


this state permits agents to make 
rates. Under this law in the large 
cities rates are made by associations 
of agents. For the balance of the state. 
rates are made by the so-called Coch- 
ran Bureau, located at Columbus. 
These rates are sustained ' partly 
through state associations of local 
agents. The loss ratio in Ohio for 
the past three years for outside stock 
companies was 73.8 per cent.; for local 
companies, 40.5 per cent. 

South Carolina:—The Southeast- 
ern Tariff Association exercises no 
jurisdiction. An attempt to repeal the 
law this year succeeded in the Senate, 
but failed in the House. The loss 
ratio for the past three years was 50 
per cent. 

Texas :—A rigid anti-compact state. 
Rates are controlled by the individual 
action of companies. The loss ratio 
for three years was 58.5 per cent.; in 
IQOI it was 64 per cent. 

Virginia :—The anti-compact law of 
this state, passed in 1898, has just 
been repealed, and the Southeastern 
Tariff Association will probably soon 
resume jurisdiction. The loss ratio 
in Virginia for three years for outside 
companies was 67.4 per cent.; for 
local companies 50.7 per cent. 

Washington:—This state has an 
anti-compact law and rates are made 
and controlled by local agents. This 
state is not included in the recent gen- 
eral advance. 

It will be seen by this record that 
the general experience of the com- 
panies in anti-compact states has. been 
as unprofitable as in other sections of 
the country, and that advanced rates 
are as necessary therein as elsewhere, 
in order to produce profitable results. 
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TRUMAN W. EUSTIS—A NEW POWER IN THE WEST. 





Some History and a Little Personal Comment on the Man Who Carried the Day for Fiat 
Advances — His Remarkable Work as Chairman of the Governing Committee. 


(Written for the Journal of Insurance Economics.) 





Truman W. Eustis of Chicago, 
chairman of the Union’s governing 
committee for the second term by a 
recent re-election, is one of the 
marked men of the West in fire un- 
derwriting. He has a strong and fear- 
less personality and a vast capacity 
for work; but, best of all, perhaps, he 
has a readiness of speech in crucial 
moments that one of the brainy men 
of the country has said is a gift of 
God, as it can never be’ acquired even 
by the most painstaking and persist- 
ent study. 

As chairman of the governing com- 
mittee of the Union, Mr. Eustis has 
made his greatest reputation—if that 
characterization may be permitted. 
He is alert and vigorous and the de- 
tail work, which accumulated in for- 
mer administrations and occupied the 
time of high salaried officials who 
would not consider matters of equal 
import in their own offices, is now 
quickly dispatched or is not brought 
before the general meeting. The con- 
sideration of grave subjects was at 
times wholly prevented in former ad- 
ministrations by the accumulation of 
this petty work, which is almost 
wholly done now under-the personal 
direction of the chairman. 

The individual views of a hard 
worker are always respected, and so 
the antagonists of Mr. Eustis who 
opposed the flat advance so bitterly at 
the time in and out of the governing 
committee, are still his personal ad- 
mirers; and when his name was pro- 
posed for re-election, it was unani- 
mously approved. ' Mr. Eustis was 


elected in the face of a vigorous decla- 
ration privately made to friends that 
he would not again accept the office. 

Mr. Purcell of the “Sun” of Lon- 
don, one of Mr. Eustis’ staunch sup- 
porters, made the nomination which 
was seconded by Mr. Rothermel, a 
new member of the committee. Mr. 
Blackwelder was made vice-chairman. 
Mr. Eustis, Mr. Purcell and Mr. Dox, 
the latter of the London & Lanca- 
shire and the Orient, and who retired 
from the committee this spring, were 
allied with the Eastern Committee of 
Fifteen in securing the recent rate ad- 
vances. Mr. Dox was not reappoint- 
ed on the governing committee. This 
fact has been used quite undeservedly 
as indicating a measure of censure. 
He only consented to serve in the 
first place to fill out the unexpired 
term of Mr. Kelsey, who removed to 
New York, and stipulated at that time 
that he would not take a reappoint- 
ment. 

Some rather contemptuous stories 
have been circulated regarding the 
“tactics” of this interesting trio in 
changing the votes of Union mem- 
bers to favor the advance. It was 
publicly charged that Mr. Eustis sent 
Mr. Purcell to New York to work 
among company officials there. There 
was about as much truth in this state- 
ment as in many others current at the 
time, as Mr. Purcell did not visit New 
York City and the trip in question to 
Jersey City was for the purpose of set- 
tling the estate of his mother, then 
recently deceased. 

It is quite true that without Mr. 
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Eustis, Mr. Purcell and Mr. Dox in 
the West, and Mr. Kremer, Mr. Shel- 
don and other vigorous men in the 
East, the rate advance would not have 
been made effective in the West. It 
might be called a close shave as it 
was. 

A majority of the governing com- 
mittee favored the advance in rates, 
and it could have been promulgated 
without all of the fuss and feathers 
subsequently attending it. But the 
committee men deemed it advisable 
that so important a measure should 
be widely considered by the full mem- 
bership, and so offered the resolution, 
unanimously endorsed, with the pro- 
viso that the governing committee 
surrendered none of its prerogatives 
in so presenting the question. 

When it came to a vote the govern- 
ing committee faction in opposition 
was by far the most vigorous, and it 
might with some truth be said the 
most vindictive. In the final consid- 
eration of the vote before it was de- 
tailed to members, the talent of Mr. 
Eustis as a presiding officer was ap- 
parent. Every move of the opposi- 
tion was discounted in advance, and 
while the result made trouble at the 
time, all feeling has now been sunk in 
admiration for the man and in the 
good fellowship of business asso- 
ciates. 


Mr. Eustis is a young man and a 
native of Wisconsin. He was born in 
Port Washington in 1857 and early 
came to Chicago with his family, 
making his own way in the world 
since the death of his father, which 
took place in his eleventh year. When 
seventeen years old Mr. Eustis took 
a position as office boy with R. 5S. 


‘ Critchell, then salaried agent of the 


Phenix of Brooklyn in Chicago. A 
few months afterward—in September, 
1874—he engaged with the general 
agency of the Phenix under T. R. 
Burch. He has filled every position 
in a general agency. Mr. Eustis went 
on the road for the Phenix in 1884, 
was special agent for two years, and 
then worked into adjusting. In this 
work he traveled from Texas to Man- 
itoba. In 1891 and 1892 he handled 
the large cities for the Phenix from 
New Orleans to Winnipeg and from 
Cleveland to Denver. His last active 
adjusting work was in the third ward 
fire in Milwaukee in 1892. Soon 
afterward, in 1893, Mr. Eustis was 
made assistant general agent of the 
western and southern department and 
so remained until 1897, when he was 
selected western manager of the Man- 
chester Assurance Company, the posi- 
tion he at present occupies. 





EXPENSES IN FIRE INSURANCE. 





What It Costs to Do Business—Is There Room for Improvement and if So, Where? 





The recent advance in fire insur- 
ance rates has attracted the attention 
of companies, agents and property 
owners to the matter of expenses. 
The large ratio of premiums used in 
the administration of the business has 
been the subject of much adverse 
comment. 

It is interesting to observe that co- 


incident with the advance in rates 
which has been effected, there is a 
movement on foot to reduce expenses. 
To be sure, this movement is not a 
new one. Reduced expense is the 
subject of constant agitation, but the 
efforts in this direction are just at 
present more suggestive. 

The agitation has manifested itself 
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particularly in connection with the ex- 
penses incidental to the transaction of 
business in large cities, and both in 
the East and the West an attempt is 
being made to come to some agree- 
ment between competing interests in 
regard to this important question. In 
the East the Committee of Fifteen of 
the Eastern Union has already made 
some progress in this direction. In 
the West propositions to handle the 
situation in large cities, independently 
of the Western Union, have been ad- 
vanced both by those who are identi- 
fied with the Union and those who are 
not. This circumstance gives some 
hope that an efficient reform may be 
accomplished in the large cities of the 
West. 

It is of course unnecessary to say 
that company officials, whatever their 
affiliations, are in favor of reduced ex- 
penses. No company willingly pays 


the present large percentage of pre- 
miums to brokers and agents as com- 


missions. The high rate of this item 
is due to competitive conditions exist- 
ing in the agency field. Therefore the 
solution of the problem depends quite 
largely on the attitude of local agents. 

There is positive evidence of a 
growing disposition among agents to 
regard high commissions as a detri- 
ment rather than a benefit to their in- 
terests. It is no secret that leading 
local agents have long looked forward 
to a reduction in their commissions 
coincident with the adoption of some 
plan which would relieve them of the 
competition of multiple agencies. 
There seems to be no reason why, if 
the minds of the agents and the com- 
panies could meet upon these two 
propositions, something substantial in 
the line of reform could not be accom- 
plished. 

As expressive of the general feeling 
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of intelligent, progressive agents 
upon this vital question, the following 
statement made by Mr. C. H. Wood- 
worth, ex-president and now chair- 
man of the executive committee of 
the National Association of Local 
Fire Insurance Agents, is significant: 

“It is to be regretted that there 
should not have been a reduction of 
10 per cent. in expenses instead of an 
advance of 25 per cent. in rates. The 
former would have been more profit- 
able to the companies, more satisfac- 
tory to property owners and in every 
way commendable from an economic 
point of view. The difficulties in the 
way of reducing expenses are formid- 
able, but the demand seems impera- 
tive. Many local representatives of 
the companies would object to a re- 
duction in commissions, but those 
who consider the question know that 
lower rates of commission would be 
better for those who are legitimately 
engaged in the business. Present 
commissions breed multiple agencies, 
unnecessary brokers and _ solicitors, 
rebating and every phase of unhealthy 
competition. Lower commissions 
would cure or restrict all these evils. 
It is presumable that there are other 
expenses connected with the business 
where a reduction would also be 
healthful.” 

As a’ reform measure, Mr. Wood- 
worth’s proposition is a desirable one. 
Of that there can be no doubt. But 
it depends on so many factors that its 
immediate adoption can hardly be ex- 
pected. It will need the co-operation 
of a great variety of interests to bring 
about such a situation as Mr. Wood- 
worth suggests. We haye repeatedly 
stated that it is merely a question of 
time when the local agents of the 
country will be confronted by the 
commission question; that it will de- 
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mand their intelligent consideration 
and action. The commission item 
is the largest in the expenses of 
the companies. It is one which 
is constantly increasing. Increas- 
ing expenses as well as increas- 
ing losses make higher rates neces- 
sary. The agent is the one man in 
fire insurance closely in touch with 
public opinion. Are the local agents 
of the country strong enough and 
courageous enough, as a whole, to 
remedy the situation by drastic meas- 
ures? 

The expenses of fire insurance com- 
panies consist of four elements: The 
cost of administrating the business 
from the home office, commissions to 
agents, government taxes, and inter- 
est upon invested capital. The inter- 
est cost of fire insurance today does 
not average more than 4 per cent. 
upon the funds at risk. The taxes 
average about 3 per cent., commis- 
sions about 20 per cent., and the cost 
of management about 13 or 14 per 
cent. 

As a general proposition it may be 
stated that for the past few years 
taxes and commissions have _in- 
creased, while expenses of manage- 
ment and interest have decreased. 

Commissions have increased be- 
cause of the unrestricted competition 
in the agency field. Taxes have in- 
creased because the state demands a 
larger share of corporate revenues for 
running the government. Expense of 
management has decreased because 
the companies by co-operation have 
been able to effect considerable sav- 
ing in the inspection and survey of 
risks, adjustment of losses, etc. In- 
terest upon invested funds has de- 
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creased because the companies have 
not earned the profit with which to 
pay more interest. 

As to the future it may be said that 
by further co-operation in the direc- 
tions mentioned the companies will 
probably be able to effect a reduction 
in the cost of management. Commis- 
sions may be reduced if the agitation 
in that direction, now so promising, 
finally results in effecting a perman- 
ent reform. Taxes are likely to in- 
crease. The average interest paid 
upon funds at risk is not likely to in- 
crease. 

High expense in fire insurance is 
not necessarily an evil. On the con- 
trary it is a benefit, provided it saves 
loss to the companies and enables 
them to sell their insurance at lower 
rates. The New England factory 
mutuals, with expense ratios which 
consume almost the entire premium, 
furnish insurance to property owners 
at the lowest possible rate. The func- . 
tion of fire insurance is to prevent loss 
as well as to provide indemnity. If 
the companies can prevent losses by 
increasing expenditures there would 
be no ground for criticism if the ex- 
pense ratio reached 50 or 60 per cent., 
provided property owners received 
the benefit of this expenditure in re- 
duced rates. 

As a general proposition it may be 
stated that while a relatively less sum 
of money may be spent by the com- 
panies in the administration of busi- 
ness, the probability is that as time 
goes on a larger percentage of pre- 
miums will be used for expenses, and 
a less percentage for losses. This is 
a long look into the future, but it is, 
and should be, the direction in which 
fire insurance is tending. 




















Agents’ Reference 
and Exchange List 








The following are Members of the 


National Association of Local Fire Insurance Agents 


ALABAMA 
N. Waller, Selma 
John W, Scheible & Co 
Thames & Batre, Mobile 


COLORADO 
R. S. Brannen, Denver. 
C. M. Sampson, Antonito. 


CONNECTICUT 
Dickinson, Beardsley & Beardsley, 
Hartford. 
George E. Judd, Waterbury 
Root & Boyd, Waterbury. 
John C. North, New Haver. 

F. McNeil & Co., New Haven 
James S. Staples & Co., Bridgeport. 
George C. Stevens & Sons, 

Danbury 
W. L. Hatch, New Britain 
Frank D. Layton, So. Norwalk 
W.C. Atwater & Sons, Derby 
W. L. Wakefield, Hartford 
H. W. Conklin & Co., Hartford 
Kimball & Parker, Hartford 
arsh, Merwin & Lemmon, 
Bridgeport 
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Ralph W. Lee, Washingto: 
Wolf & Cohen, Washington 
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KENTUCKY: 
A. H. Robinson, Louisville. 
McAtee & Duncan, Louisville 
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COMPANY 


OF LONDON. 

Eastern and Southern 
~ Departments, 

335 PINE ST., NEW YORK. 





George W. Babb, Manager. 
T. A, Ralston, Sub-Manager. 
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